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SBA Small Business Investment Company Program

Summary
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SBICrogram Overview

The Small Butsrianteisosn AASB A)i sadmi ni sters several pr
businesses, including loan guaranty programs t

programs to increase small business opportunitie
businesesoewsn,e thsom and renters to assist their reco
entrepreneurial education to algi satl swi takdmh ms ist e s
Small Business Invesdeégmeam. Company (SBI C)

Aut horized#d 9By Phlk. S8nall Business InvSeBsItCment Act
program is9  dpsogameand ostimulate the na-tional =eco
business segmentbyhetricmdl atnmi pgtdmee dd wpvp odmemtiiviag
equity ¢ aptietranl laonadn Ifowimgdssi mwehsi sc hc smadrdns need for
financing of their business operations and for t

which are not avai? able in adequate supply.

TheBI pr ogr am awldadsr ecsrse actoendc etrons 1 aised in a Feder
Congreisdentthiafapdin the catpartmlIf vpdoketghse dtoed | ong
small bUhencepost ndteld atnh aptr dphrca e BAve rgr ovi ding
sheartrm and 4 etremr meddate when such loans are unayv
insti’awmdi 6 ha tditdhenoStBAprovi Eqaquiyt i iameanaoaigngor
capital) is money raisesdhodiye aofc ompraarys iinp eixe htalh e
Ownership is represented by owning shares of stoc
financial instruments 1into stock. Equity financi
incurring debthg Do wephpuat hpecific altheeunt of mo
Federal Réss erreweorBoacrodncl uded there was a need fo
“stimulate the availabili”ty afsc¢spitahnttwmigds i ne s
accessteomlbdbDngancing *“Fadiddquatyngi thecifdogw of coeé
b us i nteos ssetsi mualtai¢oenoatldh |y nrdbeamati hfeB] C pso gpgmrd mar y
objective.

Th®BA does not makien dimakkibwonypies tpmawsaswiltyh owned
and managed SBICs licensed by the SBA to provide
capital the (8Bl Celdas e gaands ¢vdirtyh cfaupnidisal()called 1 ev
borrows atsfbwonabtethaet SBA guarantQAes otfhe deben

1u. s. Small Business Admi 20Congressional Budge(J8sHfidation and FY28lc al Year 20
Annual Per for m23pathttps:Rwenvw.sba.gogotumenieport—congressionabudgetjustification
annualperformanceaeport

215 U.S.C. 8661.

3 U.S. Congress, House Corittee on Banking and Currencgmall Business Investment Act of 19%§ort to
accompany 3651, 8% Cong., 29sess., June 30, 1958, H.Rept:BHB0 (Washington: GPO, 1958), pp. 4, 5. Also, see
U.S. Congress, Committees on Banking and Currency andt&genmittees on Small Businegsnancing Small
Businessreport tothe Committees on Banking and Currency andcd€&emmittees on Small Business, United States
Congress, by the Federal Reserve Systefi(@fig., 29 sess., April 11, 1958, Committee Rr{Washington: GPO,
1958).

4U.S. Congress, House Committee on Banking and Curr@megll Business Investment Act of 19&ort to
accompany $651, 88 Cong., 29sess., June 30, 1958, H.Rept:&®BO (Washington: GPO, 1958), p. 5.

5 Small businesinvestment companieSBICY must invest in small businesses, defined as those with no more than

49% of employees overseas, less than $19.5 million in tangible net worth and average afteme for the

preceding two years of less than $6.5 million,obus i nesses qualifying as small under
size standards. In addition, SBICs are required to invest set percentages of their financings, which vary based on when
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the SBIC received its 11 c e entegpriseis ausirfessasavithine moredhan48% gfr i ses . ” A
employees overseas, less than $6 million of tangible net worth and averagexaifteome for the preceding two

years 6 less than $2 millioporabus i ness quali fying as wstnacode size stahdards. t he S BA’ s
For example, SBICEcensed after February 17, 2008ust investat least 2% (in dollars) oftheir inancingsin

smallerenterprisesSee 13 C.F.R. §107.710 and &pendix.

5SBASmM&11 Business Investment Company (SBIaf) Program Over vi
https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembe0-2019

7 Ibid.

8According to a U.S. Government Account Abdout70%¢300f( GAO) report
187) of debenture SBIEsthe most common SBIC fantype—were managed by 69 multiple licensees in 20I#he
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?abo20@56 to

about 706 in 2014.. For debenture SBICs specifically, multiple licensees mleeased their share of total SBA

leverage during 2002014. These SBICs held about24f SBA leverage in 2005, but about9d4f the

approximately $7 billion in SBA leverage in 2014from 2009 to 2014, no more than 20®f multiple licensees

reachedhe therapplicable $225 million leverage limit The Small Business Investor Alliance and some SBIC fund
managers told us they believed the leverage limit nonetheless has a significant effect because it deters some SBIC
managers who want to substantigjlpw their fund over the lontgrm from continuing to participate in the program

SBIC characteristics, including geographic distribution and management demographics, were largely similar for single
and multiple licensees. Multiple licensees, in thaggregate, demonstrated better investment performance than single
licensees from 2005 to 2014 S e eSmadll BuBiness Investment Companies: Characteristics and Investment
Performance of Single and Multiple License840-16-107, January 27, 2016, pp.18), 11, 13, at
https://www.gao.godsset€80674813.pdf
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prog?Plhhhe SBA indicated thatbecawsehdeew ffhkeow pumap
funds applied to the Early Sotmamegeen sSuBlaG ei nwiittiha ttihwvee
results, and the comments to the proposed rule ¢
Early Stage”™SBIC program.

This repor SBd Camisowtgs wetnhar e s,a nfdo coupseirnagt ioonn SBI C el
requiriemmeest tsme,nta nadc tpirvoigthhyta mi md lat d s iicsf or mati on ¢
SB’sdebenture SBIC program, pagqmpaicpat  hvg s¢enemitt i t
prog(rtaanmr get ing underserved mar ket st oancedr ecdoimmuann & i
capiatnadlay [ ySBItG gieni t i ati ve

Thiepoaltso discussets hlhedgiitsrdcardafalsghnes £ f mmm 21 a 1
leverage the SBA is aut(h2b)hneazxeidautmu mptr oovfi deu tt sot &SmBd
leverage allowed for two or mdre SBIC licenses

SBIC Types

There are twdntvepeasnmemft SBIndsaamdteisod i2@hce) afh dteh
Business Investment Act o f RU®L JL8QDrhasr ¢ g mbeBnl dCesd. , ar e
Investment compamdttisod i@ h@ce¢)X6SaHiFlODE]$HGe 6RD QA PolXe/ d
,QYHVWPHQW & RBED&MHsY on providing financing to sm
“whose participation iampheetflirbecenserpfisoecsgyghbt
di sadv¥%datgicon 301 (dp. wa2sOlfr4peaOmdi bys Consolida
AppropriationkdfAchi v,il &i%hden (SlnaRt lbeg Ba ms nEmpr ove ment
of 1L8BY969 result, n oh anveew bSe SeBil @c stlsaubcecedn ssldl sn wle9v9ebr |,

e x 1 sStSiBnlwest‘eer and f"fatnddlbtreded to remain in the progr

With few $SBlC@yptamd sSuSbHIleChse asrlhemgi bi | i ty requiremer
operating rules andtaeftBRlu@asivsadisd. tToh aSRflfdasr e ,0 tbloet
anSISBI Cs .

9 The proposed changes would have allowed early stage applicants to apply at any time, similar to other SBIC
applicants, instead ofy during limited time frames identified in tideral Registefwhich the SBA published on

an annual basis); allowed early stage SBICs to obtain an unsecured line of credit without SBA approval under specified
conditions; allowed an application from applicant under common control with an existing early stage SBIC that has

outstanding debentures or debenture commitments; and incre
100% of regulatory capital or $50 million, whichever is less, to 10DBégulatory capital or $75 million, whichever is

lessSee SBA, “Small Business Invest men tFederaRpgiste68&’5, ( SBI C); Ea
June 11,2018;atiBA, “Small Business Investment ClhedgahRedgistes ( SBI C) ; |
6407564080, September 19, 2016

WSBA, “Small Business Investment CloedgpahRedisteR6876,9uBd1d,) ; Early S|
2018

11n addition,S. 2831 A bill to amend the Small Business Investment Act of 1958 to provide priority for applicants for
a license to operate as a small business investment compaayethacated in a disaster areas introduced on April

21, 2016, and reported favorably, with an amendment, by the Senate Committee on Small Business and
Entrepreneurship oilay 24, 2016 The bill would require the SBAdministratorto give priority toan application for

a license to operate asS8ICthat is from an apptant located in a disaster area. The bill would also prohibBB#e

from including the cost basis of any investment made by a SBIC in a small business donatadin a major disaer
areaduring the ongyear period beginning on the date of the disaster declaratien determining if that SBIC has
reached its leverage limit.

12p .. 92595, the Small Business Investment Act Amendments of 1972.
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Fi ve types odx iDebgniuteaB1 @ygct Deestmerf B1 C s earlystage
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monstrated ability to manage cash f1lows
be repaild on a timely basis.

io company level; and

i ¢]

13 A debenture SBIC maigsue and haveutstanding both guaranteed debentures and participating secpritieisied
that the total amount of participating securities outstanda®snot exceed 200% affs private capital Seel3 C.F.R.
§107.1170The SBA stopped issuing new commitments fotipigrating securities on October 1, 2004.

1413 CF.R. 810750.

1513 CF.R. 810750.

16 Commercial banks may invest up to 5% of their capital and surplus to partially or wholly own a SBIC. Bank

investments in a SBIC are presumed by federal regulat@gfye nci es to be a “qualified investn
Reinvestment Act purposes. Je¢. 90104, the Small Business Act Amendments of 19&7dThe Board of

Governors of the Federal Reser ve Bo kedeta Redisted61 MayBus i ness In
1968

17 SBA, office of Investment and InnovatiofP r o ce s sing Applicati onG4l efiectiveSBI C Licens ¢
August 6, 2014, pp. 280, athttps://www.sba.gov/document/sd-04-2001-processingapplicationsshiclicenses
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SBIC Application Process

Applyi BBl Lodedbentaurms bl emsecass, beginning with
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BSBA, “Small Busines-Adhinwi s t me trederal Repigtebai 14524 862November

13, 2017. An applicant under common control with one of rficeases must submit a written request to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determined by the SBA in its discretion.

19 A control person is generally fieed as someone withe power to direct corporate management and policies

20 General partners in most private equity and hedge funds are compensated in two ways. First, to the extent that they
contribute their capital in the funds, they share in theeggigtion of the assets. Second, they charge the limited

partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earnings (usually 15% to 25%, once specified benchmarks are metatir performance fee is called

“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity and Hedge Fund PartngsshCharacterization of Carried Interedty Donald J. Marples

21SBA, “SBIC Management Assessment Questionnaire and Licens .
https://www.sba.gov/sbic/applyirge-sbic/applicatiofforms
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23BA, “Small Busines-Adhinwis t ma théderal Repigtebail P, Neverdber 13,
2017.

23The final licensing fee was $20,000 from December 13, 2017, to September 30ya618creased to $25,000 from
October 1, 2018, to September 30, 2019; and to $30,000 from October 1, 2019, to September 30, 2020. The final
licensing fee is scheduled to increase to $35,000 from October 1, 2020, to September 30, 2021. The final SBIC
licensing fee is in addition to the initial SBIC licensing fee (currently a combined total of $45,000). Beginning on
October 1, 2021, the SBA will annually adjust both the initial and final SBIC licensing fees for inflation. See ibid., p.
52185; and 13 C.F.R107.300.

243 B A Smalt Business Investment Compa®B(C) ProgramOverview, as oBeptember 30, 2@1 > a t
https://www.sba.gov/article/2019/nov/18f&-yeardataperiodendingseptembe0-2019

2513 CF.R. §8107.210.
2613 CF.R. §107.210.
2713C.F.R.8107150
2813C.F.R.8107230
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Participating Securities SBICs
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22U.S. Congress, House Committee on Small Busiri&sgate Equity for Small Firms: The Importance of the
Participating Securities Program1 03" Cong., ® sess., April 13, 2005, Serial No. 229 (Washington: GPO, 2005),
pp. 5, 33.

SBA, “Offering Circular, Guaranteed 4.727% PaP3 icipating S
20091 0 Rebriary 19, 20Q%t https://www.sba.gowbntentsbicps200910-cusip-83164tepa

3113 C.F.R.8107.5500. A SBIC that wishes to be eligible to issue participating securities must have oeguakapital

of at least $10 million unless it can demonstrat-e to the S
term with a lower amount, but not less than $5 million. B2€.F.R.§107210. It must also maintain sufficient

liquidt y to avoid a condition of “Liquidity Impairment,” defin
divided by total current funds required) of less than 1.2.13€2F.R.8107.1505. The only type of debt, other than

leverage, than a SBIC thlads applied to issue participating securities or have outstanding participating securities is

permitted to incur is temporary debt. Temporary debt is defined astshorborrowings from a regulated financial

institution, a regulated credit company, araregulated lender approved by the SBA for the purpose of maintaining

the SBIC’s operating liquidity or providing funds for a pa
borrowings, not including leverage, may not exceed 50% ofaSBIC 1 ever aged capital, and all s
be fully paid off for at Ileast 30 consecutiveatays during

debt for 30 days. Se¥8 C.F.R.8§107570. A SBIC issuing participating securities is required to invest an amount equal
to the original issue price of such securities solely in equity capital investments (e.g., common or preferred stock,
limited partnership interests, options, warrants, or simeiaity instruments). S8 C.F.R.§107.1505.

82.S. Congress, House Committee on Small Busirggscommittee Markugf Legislation Affectinghe SBA Capital
Access Programd. 11" Cong., F sess., October 8, 2009,bc. no. 11+050 (Washington: GPQ009), pp. 7, 10, 11,
187194, U.S. Congress, House Committee on Small BusiegsCommittee Hearing on Increasing Capital for
Small Businessl 11" Cong., ¥ sess., October 14, 2009, H.Doc. no.-DE1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, House Committee on Small Busir&ss)ll Business Financing and Investment Act of 2009
report to accomparkl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009),
pp. 3, 4, 1012.
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The SBA is no lcoomgmirt mesnst 51 fgornepwmrticipating secu
participating securibteiccasuhsBeBT C$ ebveanwget h.e mmr 6 mie at
As SDdpt edthb e her e22pvaerrtei ci patingnsdedher SBil€s p$BECan
witdmidlion in outsPamdiwg padp intaarkee arte rhinivsiekesd § BI C
regulatory capital of at least $10 million. The
in regulatory capital aitf itthec aln cbeen sfeien acmacni adlelnyo nvs
term with a | ower amount. In this c¢circumstance,
t han $53Amil30a%@o.Harticipatismggudadvoirtyi andSBlk@er a
capital froruesiir ccommpadfli ¢ i at ésd mmaintahg atdheen hfaufnfdi 1 i at e d
with ea®Al sothaw mornSBlisGar gid % twfiy capital can ¢
local government entities.

Impact Investment SBICs

On Apr 7, 201d,itt hwa SBAs aamlousmkieng a $1 billio
initia up to $150 million in leverage 1n F}
year t r unt-idceheed i mmpadts rerechtwdmdnt SBE
inves:t SMVB6 of tthregat famaams iafgsegr itical r
under rkets and communitie¥Thaeseng barri
areas y included buunsiitnieesss e(sa sl odceaftiende d nb w
he educa sect or®] mpmde tt hien vcedsetanmernet @ eSiBelgCdss £ o t h
minimum private capitadndnaecetmebjfcof o {kas:t

s debentwnenegd BtihCes s ource of the funds.

ially, an impact investment SBIC could recei
, the SBA announced that it waismpactreasing t
stment o SBI®0 million.
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BSBASmM&11 Business Investment Company (SBIa&) Program Over Vi
https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembeB0-2019 There were 149

participating securities SBICs at the end of B¥2, 127 at the end of FY2009, 107 at the end of FY2010, 97 at the end

of FY2011, 86 at the end of FY2012, 63 at the end of FY2013, 53 at the end of FY2014, 46 at the end of FY2015, 41 at

the end of FY2016, 33 at the end of FY2017, and 25 at the end &f1BY2

8413 C.F.R.8107.210.
%513 C.F.R.8107150
%13C.F.R.8107230

STSBA, “Impact I nv athtpsyvww.sbd gogltestetfaultfiles/les/”
Impact_Investment_Call_for_Action.gdindSBA, Of fi ce of Congressional and Legislat
with t hduly3d3w20Bhor , ”

38 The SBA defines underserved communitiesossdr moderate income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.§107.5Q qualified low-income community investments (QLICIs) located in {meome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@R2R §1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.84290.502; andsmall business concerlecated in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, as amended, 42 U.S$8161

®SBA, “SBA Announces $50 Million 1Incr eMiiorBuMainish in its SBI
I mpact Invest ment hipsa/ivdw.sba.goeontentsb@annodneesl million-increasematchits-
sbicearly-stagefund-and70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA

eliminated the progr amfiscalyearlevdragercap; ddded advancedl marufactuiing to the p e r

list of eligible sectors; provided eligibility to businesses that receive Small Business Innovation Research or Small

Business Technology Transfer grants; and permitted, through December 1, 2014, existing debenture SBICs to apply to

optinto the program if they meetthep gr am’ s re §eer SBAnt § SBA Expands Impact I nv
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Ni niemp a ¢ t 1 nvewetrnee nltt s8enls@s@ 1 1, towien i12n0 12%00l1 2i,n
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assets and h8ld mad Ve thnkd¥nl8)s siienmspnavcets IBhe€st i nvested
$1 68mi 1 1 3 &mmailnl bisinesses

On SeptemberS BAr,o v2i0dle7d, ntohtei c e ttoh aptr oigr aww usltda kneoh ol
accrepawpplicationsimp dicrbvee s& Billelictems ed after Novembe
The SBAnndswcewdstlwat hdtr awing a proposed rule, p U
that woul d ihmpvaec tp rionwiedsetdne nt i StBd ICe bemwerfages qualif
private equity fund managers withragimhes on s ooc
SBA indicated prhapa d&dibt icoomwatal ‘hobfe ntehdemtiieorn ¢ hr a4 h e

ben e*¥Tihtes SBA also indicated that few qualified S
progr am, and that manyiofpahe¢spwogtadmhave applic
“regardless of the existenc® of the [impact inve

Ea r btya gBRI &6
On April 27, 2012, the BeBetalRegistet s 6 A b HS s hiFinlglaido m ul

early stage(®BItCoi$HijF0Oamilvlei on in leverage 1in FY
leverage per fiscal yearciteddomemtfitemetdn ep riSdBvAt chwes 11 yi
is no longer seekiemg Inye w taapgpel iScBal nCt si nfictri atthiev e .

Early staargee q 8Bt €d to invest at | esdgatgeSQ@%adfl t hei
businesses, definehawaes memaelrl abclsiienweesd epo stihtaitve ¢
operations i%l namy cfoigsndali oyne aorf. t he higher r1isk a
early stage tshmea liln ibtuid¥%trivwes aidncnleuwd er e gul at ory pr o
to redskethhe an early stage SBIC woulsd default
recovery prospect¥Fohoekdmpl de f & arkelqyuoieracadg e oS BI C:
more regul(aatto rlye acsatp h$w2a0l dnei bl el,ni tounm)pea sSttBridCGisty S BT Cs  ( a
least $a&ndi phronyjpatiatg keaxzut i$ b @aslnsiSoBIlIsiCusbnj)e.c tT h e

September 25, 2014, lttps://www.sba.goaboutsbasbanewsroompressreleasesnediaadvisoriesthaexpands
impactinvestmentfund.

405 B A lmpatt Investment Fund Grows Threefold J a n u a r http&:/fivww.sbd.gbdortentémpact

investmentfund-growsthreefold and S BA, * S Bip&// widw.sha gowWindingprogramsintvestment

capital#paragraptl.

41SBAOfficeof Cmgressional and Legislative ADetember20,2018 Corresponden
2SBA, “Small Business Investment CletdepahRedisteR6874, JuBell,) ; Early S

2018 Impact investment SBIC applicants would haweeed a 60% discount on the licensing fee and a 10% discount

on the examination base fee. They also could have simultaneously applied as an early stage SBIC not subject to the call
and timing provisions identified under 13 C.F.R. §107.300. The propokedlso imposed certain penalties if an

impact investment SBIC did not adhere to its impact strategy or impact investment SBIC rules. See ibid; and SBA,
“Small Business I nvelsntpnaecntt S(BebefakRadigteBO6656E6Febiuary 3, 26.

“3BA, “Small Business Investment CledepahRegisteR68%, JuBellC) ; Early S
2018 The SBA indicated that due to the risk associated with this class of SBICs the proposed rule was expected to
increase the cost to @BICs by increasing the annual fee by approximately 6.1 basis points.

44 |bid., pp. 26874, 26875.

SBA, “Small Busines s—Hanrvleys tSnteangtfeedERaliREgisteR5M3 s25050April 27,
2012.

4 |bid., pp. 2505125053.
47 |bid., p.25043.
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e SBAecond,, thnddhuwuAtbhmeca hls for venture capit a
b p

bruary 4, 20l4andafedbrypakyypP 220D etby

i 9¢ 6hemvest me¢ehapphundd to partwepgpatmmedmartilye pr o
tage SB¥As loifc eSnespet. 8, mbtehre 3f0i,ve2 Oclar 1 y S5sit.a3ge SBI Cs
illion in priviadmilbh aomi tgamla,8 BrAct ccegidvhéh @ m#BIr laige n

n onudtisntga ¢ o mmi t me $26 B Mmi lalnio ns mivaeh & ts dbdhi §Z.108]

arly stage t48AIiI@s] Biégwnmailnl bi¥sinesses

On Septembthel9BA2Pndobtliicseh eodf apr opo JH@HUDOD® e ma ki ng
SHILWWHWh ipmrcolpwdieaditgoe stahrel vy st aget @mBlké€e mat erial
i mpr ovement s ”atnéd tt threa cptr omgaraen qual i fi@Bhearly stag

48 The deadline for completing the festep application process for applicants with signed commitments for at least

$15 million in regulatory capital and evidence of their ability to raise the remaining $5 million in regulatory capital was
July 30, 2012The deadline for all other applicants was May 15, 2@pplicants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, complete an interview process, then receive a Green Light letter,
and, finally, submit the SBIC licensemjeation, consisting of SBA Form 2181 and SBA Form 2182 SBA “ Sma 1 1
Business Investment CompanieE a r 1 y St a gkedeflBREgi5teR577525779, May 1, 2012.

“Y“SBASBA’s Growth Capital Program Sets iREirancingiforBoal Third Year
Businesses in FY12athttps://www.sba.gogbntentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and

SBA, “The Smed4d Bmsvsestment Company (SBIpCd,atProgram: Annual R
https://www.sba.gogltestiefaultfiles/files/SBIC%20Program%20FY202012%20Annual%20Report.pdf

%0SBA, “Small Busines s—Hanrvleys tSnteangtfedERalRRyister490874913, December
18,2012;SBA “Small Busines s—FHanrvleys tSnteangtfedetaliREyistef665, Felfuary 4,
2014;SBA, “Small Busines s—FHanrvleys tSnteangtedEtallREgister, 18¢5Fpfl 3, 2014

SBA, “Small Busine s—sEalrnlvye sSttna8@ieedefiiHRbgiptar,375 1679 January 12,

2015;an8S BA, “Small Bus i ne s$sEalrnlvye sSttnaegheedetiiBRbgipter, 5085681,

February2, 20%6.

51SBA, “Small Business I nve s FedetahRegis@ebladg, Marchel8, 20E59and SBA,St age , > 8

Of fice of Innovat i oSBICEaflydStagennnevatiomégramt >, httgstl/vimdv.sha.gogites/
defaultfiles/articlesOll_Early Stage_Slide_Deck_January_2016.pdf

52 SBA, Office of CongressionalanceLg i s 1 at i ve Affairs, <« CRecemkes2p,@3l8 ence with th
SBA, “Small Business Investment 8lbedepahRediste640766BE0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feeckiaekl on an earlier, advance notice of

proposed rulemaking. See SBA, “Small FBdesaliRegisteld034, nvest ment C

March 18, 2015The proposed changes would have allowed early stage applicants to apply at any timepsithiéx

SBIC applicants, instead of only during limited time frames identified ifréueral Registefwhich the SBA has

published on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA
approval under specified conditions; allowed an application from an applicant under common control with an existing
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BA at tihnadti cthismted, nt i on t o continwmeftityheda ri ni t i ati v
t em.

As menpriowngad®BBystopped accepftoirhg ne®8Bipptagetio
initi@da®ilfne adadntlwme tlle, vSIBOAR & rSeewp ttehneb e r 19, 2016
propostelda tr uilcl uded provisions designed to encou
initXPative

Ke¥eat uResg ud fa rT ySpBelsC

TDEQH ovides five key fewdabeSBELCspa mtgiud ispha tnign g h
secufSBtf,Cempact 1inves tamangeea $BHICSst a

X the minimum amount of capital required to ob:
the amount of SBA leverage that can be recei
the nature of the investments provided:;

a description of the r&quiervemeamngtess; famrd repayi

X X X X

any profit qmanrtimeingation re

Table 1.Key Features ofthe 6% %$-V '"HEHQWXUH 3DUWLFRRDhacQJ 6 HFXULWL
Investment Debenture Programs and Early Stage Debenture Initiative

Participating
Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)

Private Capital $5 million minimum  $10 million minimum  $5 million minimum  $20 million minimum

SBALeverage 200% of private 200% of private 200% of private 100% of private
capital up to $75 capital upto $175 capital up to 75 capital up to $50
million per SBIC or  million per SBIC or million; limited to million
$350 million for two ~ $350 million for two ~ 100% of private
or more SBICs or more SBICs capital during any 12
under common under common month perioct
controla control

Investments Broad range of Broad range of Broad range of equity Broad range of equity
equity investments  equity investments  investments but investments; at least
but generally later generallylater stage  50% in early stage
stage and mezzamin and mezzaninet small businesses (no

least 50% in positive cash flow in
underserved markets any fiscal year prior
and communities to first financing)

facing barriers to
access to credit and
capital

exly stage SBIC that has outstanding debentures or debentu:
leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or
$75 million, whichever i¢ess.

S4SBA, “Small Busine s(SBIC):Early Stagdnitiative, “C Bedepah Registe84075

September 19, 2016

SBA, “Small Business Investment CledgpahRedisteR6876,9ua1d,) ; Early S
2018
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Participating

Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interestto  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge discounted for
first 5 years plus the
"VWXEu SHUL
interest and SBA
annual charge paylab
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits

Sources: U.S. Small Business Administrat{®BA) Office of Investment and Innovatig®ll) “~(DUO\ 6WDJH 6PDOO
Businessnvestment Companieqt -D Q XD U\ 86 6PDOO %XVLQHVV $GPLQLVWUDWLRQ °
DXWKRU p 0D\ U.S. SmalDBRI®ess Administrafios %$ $QQRXQFHYV OLOOLRQ ,QFUHDVH 0O
SBIC Early Stage Fund and $70 Million Bumpni ,PSDFW ,QYHVWPHQW )XQG p -XQH DWwW
https://www.sba.goebntentsbaannounces0-million-increasematchits-sbicearlystagefundand70-million-
bumpits.
a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated

need for funds, may apply to the SBA for leverage of up to 300% private capital. However, the SBA

has traditionally approved a maximum of 200% of private capital. Also, a debenture SBIC licensed on or

after October 1, 2009, may elect to have a maximum leverage amount of $175 million per SBIC and $250

million for two or more licenses under common control if it has invested at least 50% of its financings in

low-income geographic areas and certifies that at least 50% of its future investments will bercdove

geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased theltiple

licensa/family of funds limit to $350 million from $225 million. The act did not addressibkiple

licensa/family of fund limit for financings in lovncome geographic areas. Presumably, SBICs would apply

the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in {owome

geographic areas.

SBIC Investments in Small Bus

SBCs provide equity icna pviatrailo utso wsanyasl,l ibnucsliundeisnsge sb

purchasing small business equity securities
limited partnership interests, membership 1in:
or j otiwrte viefnt er es t s ) ;

5613 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.
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X making loans to smal./l businesses, either 1nd
other private or public lenders? that have a

X purchasing debt securities from small busine:
or have rights to purchasmnd, equity in the s m

X providing s malbljebusitme gaani g nateonetf their mon
obligationsndéto zvseddiitared with the SBIC

SBICs are subject to statut otrhye amadthwreag udfpp oo ve d e
investments. For example, SBICs are not allowed

X directly or 1indirecttlhya spsroocvii adtee sf i(nea.ng.i,n go ft foi ¢
directoryec®nd empl o
control, either directly or ind%rectly, any
invest, without SBA approvatlheimowat e¢ han s pec:
(regulatory) capital in securities, commit me:
business (e. g., SBICs are nhtpralvlacdwed to 1inv.
capital in anythmawvsmalme nlhuspilmens si nicfl udes t wo
tiefSBAofFe Perage);

X invest in farmland, unimproved land, or any
Major Group 65 StRexmdarEdtlancdys OHCalheCl assi fica
Manual, with the exception of title abstract
brokedsmadiagers;

X provide funds for small businesses whose pri
directly or indirectly providing funds to ot
factoring, or leatsdmmp kagwuilp mewintth omo apd ®wnigs i or
maint ema meerair ;

5713 C.F.R.8107810; andl3 C.F.R.§107.810.

5813 C.F.R.8107.85. Delt securities are instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an equity position, or
loan with a right to receive royal8ahat are excluded from the cost of money.

5913 C.F.R.§107.80.
6013C.F.R.8107.730

6113 C.F.R.8107.865. The period of time that a SBIC may exercise control over a small business for purposes

connected with its investment through ownership of voting securities, management agreements, voting trusts, majority
representation on the board of directors, ot her wise is “limited to the seventh an
control was initially acquired, or any earlier date specif
prior written approval , chaddifoBal péeriod asmay be reasanably necessaryte ol for s u
complete divestiture of control or to ensure the financial
62 A tier of SBA leverage equals the amountas8 B 1 (rivate ¢egulatory capital. A SBIC approved foless than

two tiers of SBA leverage must not invest more than 20% of
plan contemplates one tier of leverage and no more than 25% of its private capital if its plan contemplates 1.5 tiers of

leverage. Sedl3C.F.R.§107740; and SBA “ Ame r i ¢ a n Rénvestmenkctrof,2000:dndplementation of

SBIC Program Changes, atihgassociateedmifiistratanforHnwastment, tH AllsSkalln s ,

Business Investment Companies (SBICs) Apdlicants, May 4, 2009, [2.

6313 C.F.R.§107.720.

6413C.F.R.8107.720
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X provide funds to a small business 1f the
foreign®operation.

The SBA also regulates the interest rates and
on loans, debt seapgtities, and equity financi

In 1999, the SBA introduced the 1ow and moderat e
encourage SBICs to invest in small“haudi hawvees
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small business sk tofatt hkeawe eantp llogyaests Dt ot angible
moderate income area (LMI Zeaneme oermphHaowe ecast wlietahs t
primary resideffEeriaxamplLM] @ohetke regular
haveyaal maturity, LMI debent urfeisveaayedaarlvdh i [ abl e
years, plusThhesstuoubbpperoddis the itsismankbet dadrmr
the next March 1 or Septemblebadtts The hawub poemmor
March 1 or September 1 maturity dates to simplif
In addition, LMI debentures are issued at a

the sale of a debentur’s intecduntedobys (fTort

the stub persi oadnpn ua2l) ftehee’s fSdBiArshe fdeokenytrturs,

and (3)s th% ISBWerage fee. As a result, these

de f ererecidn,g fSrBI Cs from the requirement to make
pay t hse aSnhhanal fees on LMI debentures for th
period.

In FY2OIBSI Cs0 9mavdees tbment s in s mal LMbu&bness¢othodca
nea% D pil Fnbolust% 60f the tota amount invested

6513 C.F.R.8107.720 A SBIC may provide venture capital financingdisadvantaged conceresngaged in relending

or reinvesting activities (except agricultural credit companies and banking and savings and loan institutions not insured
by a federal agency). Without SBA approval, these financings, at the end of the fiscal year, may not exte€d asSB
regulatory capital. A disadvantaged concern is definedsatadl business thag at least 50% owned, controlleshd

managed, on a dag-day basis, by a person or persons whose participation in the free enterprise system is hampered
because of soal or economic disadvantage

66 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a
higher interest rate under specified circumstances. S€eFIB.§107.855. A SBIC is allowed to collect a

nonrefundable application fee of no more than 1% of the amount of financing requested from a small business to
review its financing application, a closing fee of no more than 2% of the amount of financing requested from a small
business concern for a loan, oired no earlier than the date of the first disbursement, and a closing fee of no more than
4% of the amount of financing requested from a small business concern for a debt security or equity security financing,
charged no earlier than the date of the flisbursement. A SBIC is also allowed to charge a small business for

reasonableowtf-p oc ket expenses, other than management expenses

application. See 18.F.R.8107.860.
67 SBA, “Small Business Investme@bmpanies, 64 Federal Registe5264, September 30, 1999

68 SBA, “Small Business Investment Compariie} Federal Registeb264152646, September 30, 199MI Zones

are areas located in a HUBZoram Urban Empowerment Zone or Urban Enterprise Commdegignated by the
Secretary of the U.S. Department of Housing and Urban DevelopaButral Empowerment Zone or Rural Enterprise
Community as designated by the Secretary of the U.S. Department of Agricaltaea of low income or moderate
income ase&cognized by the Federal Financial Institutions Examination Coumal county with persistent poverty as

classified by the U.S. Depart me n tSeeb3C.F.R§IO7A5@ ul t ure’s Economi

69 SBA, Office of Congressional and Legislatixef f ai rs, “Correspondence with the
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70p.L. 116140, the Energy Independence and Security Act of 2007, §1205. Energy Saving Debentures.
7113 C.F.R.8107.110.

”SBA, “Draw Appl i c htips//emw.sbagevidecument/pobouidance-drawapplication

instructions

BSBA,“ Of f er i n g986(840;000GUaranteed 313% Debenture Participation Certificates, Series SBIC201

10A, March 12, 2019p.8, athttps://www.sba.gov/article/2019/mar/13/sRi@1910acusip831641fm2. The SBA

is required by statute to i1issue guarantees “at periodic i
shorter intervals as it deems appropriate, taking into consideration the amount and number of sutelegoartaust
certificates.” See 15 U.S.C. § 687 m.

74 SBA, Cdmmitment Instructionsviemorandum of Instructionspplication for Commitment of SBIC Debentures,
p. 7,athttps://www.sba.gov/sites/default/files/files/commitment_app_instruction.pdf
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of the tr tasvta iclearbtiilfiitcya,t eeshe ter ms of the securit
they can Be purchased.

The SBA operates ths ubBI dypboaugpi asinmt sd oc xapecenesreos s h o
defaults occur, the SBA is authorized to charge
anfdor peaarcthi ci pating security issued (1% at commi
to exceed 1.38% f ofrord epbaernttiucriepsa taimmdg Is.edu% i t i e s )

which i1is fixed at the time of the |l everage c¢ommi
feebate adjus®ed annually.

Debent urlke $d88ddge Requirements

A 1 1 cdeenbseel®itBd iICe i smt gmdidng with a demoappltygted nhed
SBA for finanweirdabgdilepsts osBA@AWeof]l eHoawpvrdw,attehe aPB A
has traditionally faprprao vmax idembmtnd iir20 BWil Cast e cap
nonflumanagement team may exceed theff ®l]1lowable m:

million pe&rSASBlI Coando$ two or more’” licenses unde
Debenture SBICs obt ain -glueavrearnatgeee df rdoenb etnhteu rsea lpea rotf
certifigawtneant8SBA debenture participation trust
years, although osglipramd ecut dtedbrditmg eSBPArticipa:
a term exceand nagl 1l Or eyccaathts vpublpiec i dfiftad? angserm of
Debenture SBICs are required to make semiannual
semiannual paysmeatnsuvoah ¢har §$8A and a lump sum pr
investors at mat uroi tpyw.e plaBa (SsBAaeaed add bewretdur es wit
Howeverguar8BAeed debenture must be prepaid 1in
prepaid on a semiannuad oaymemt(datercdhe debent
mar ket womndttilbe i4ytkdmreassturrya tsee coufr i1t0i &€s at t he t
Al s o, as mentioned previously, L MIf i ?veebaepnmeltawrrse s ar
10 years (plus the stub period).

Because the SBA guavreasnttoeress atrhee mndoembdec dbte ukreeh,iy eitno p u
partidirpasttitdanSi optpoosed to others available on th
likely to accept a lower coupon (inteisest) rate
guar 8As eestuHad ,SBIC progsBdsi zamdhasns< etso avent ure cap
r educceoss ti tosf raising additional financial resour

75 To view recent SBIC debenture offering circulars see SBA B1 C Debentures Offering Circul a
https://www.sba.gowfticle ZortBy=Authored%200n%20Datesearch& articleCategory©ffering%20Circular%20
%?20Debenture@rogram-All& page-.

7613 C.F.R.8107.1130; and13 C.F.R.8107.1210. The FY2020 annual fee for debentures at the time of the leverage
commitment is 0.275%. The annual fee was 0.672% in FY2016, 0.347% in FY2017, 0.222% in FY2018, and 0.094%

inFY2019The participating securities program is no longer 1iss.
Program: An n https/w@hsharg@decuriiengupportobjectobjectannuaicharge
7713C.F.R.81071120;13C.F.R.8107.160; and SBA, “American Recovery and Reinve

”

I mplementation of SBIC Program Changes, letter from Harry
Investment, to All Small Busirss Investment Companies (SBICs) and Applicants, May 4, 2009, p. 1.

78 One debenture has a term of 10 years and 29 weekS. Bek, “Of fering Ci,Guarahteed , $1, 192, 23"
2.829% Debenture Participation Certificates, Series SBIC-2005 B, »” Sl4, 20l% abtips:/www.sba.gov/
contentsbic201510-b-cusip83164 1feO.

713 C.F.R.8107.50 and13C.F.R.8107.1150
80 The coupon (interest) rate on SBA debentisdsased otthe 10year Treasury rat@djusted to the nearest 1/8f
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Because debenture SBICs are required to make ser
and semiannual psa yaninennutasl ocnh atrhgee ,S BtAhey omend t o f o
mi-dnd dtagga small businesses thesshbhavwiahpesposyy
cash flow have resources available to make payme
interest payments or dividends. In many instance
seeking ecxappairsailo nf.or

Parpating Seculreivteireasg eS BRRe{qui r e ment

Al t hough the SBA is no longer issuing new commidt
aut horized to accept an applicatstfon feemrhpgeecnf§c
to 20t0Hgp oifvat PAlcsn,i faalhd management team may eXxce
maximum amoumth T fmillehiceonma g@géfli ISIBil €n afhadr $t wo or mo
licenses under common contr ol

Participating securities SBh€Canobkbtrtadi padtlievpndgd
securities. The SBA pooled thgwaer pmtread iparttiingi
securities certificates, representing an undivic
public offeringgss.e cSuBrAi tpiaerst incaiyp ahtaivne a ter m of up
public offerings had a specified a term of 10 ye
Theweeddéd public offfiariamgseedf paABAicipating securit
start of the participating securitifisngphkogram, a
SBAuaranteed participating s edc uvar itteirems ocfe r1tOi fyiecaar
was offered to investors on February 19, 2009, v

20 339 .

SBIC participating securities certificates provi
ividends on pastfeamr ealn sit meckme imamrd, or a priori
imited partnership equal to a specified interes
rincipal paAmenmt izt pmatimigi sgcurities SBIC is ol
anye n‘omly to the extent it has suffi®ddent profit
articipatinigs serabliditts @®BHL any required payme
aymentbehnal f. Because startupofatnedn ecaarre yn ostt aigrei tsir
rofitable, the SBA include@d flfaemwrguagg ec iirnc uiltasr sp atr
anticipates that it will .bpea ycnaelnltesd fuopro nt hreo uStH InCes
early years of Vamrd I ti'dvxepse ciottfs stuoc hb eS BleGsmbur sed [ b
amount.supaded its guarantee over®the life of a pa

T oot T T A

a

1%) plus a markedriven spread, currently about-B0 basis poits. Seel3C.F.R.810750;, and SBA, “Trust
Certificate Rat es: htpRIiwawdadoententrustecertificaterdtesshit-delenturgools
Thecoupon rate for the SBéebentureertificate issued on September 17, 204852.283%.

81U.S. Congress, House Committee on Small Busirgssll Business Financing and Investment Act of 266rt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11.

8213 C.F.R.8107.110.

8313C.F.R.8107.500;andSBA “Of fering Circular, Guaranteiod 4.727% Part:i
Certificates, Series SBH2S 200910 A, February 19, 208 pp. 7, 14, atttps://www.sba.goebntentsbicps2009
10-cusip83164tepb

8SBA, “Of fering Cid727% PatticipatingiSeauritiesnParticipation Certificates, Series-88IC
20091 0 Bepriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip831641epa

85 bid., pp. 2, 3. Also, sed.S. Congress, House Committee on Small Busirrsgate Equity for Small Firms: The
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Because the SBA guaranteed the ceratSiBfiiCcate, 1inve
participat itnigf isceactuer iatsi eosp pcoestre d t o ot hers availab
more likely to accept a lower payments rate than
guar &ntee

In adpgattiomi,pating securities SBICsvagt mwmre 11k
startup and early stage small bapartdss pathagaus c
secufSBfsCersequired quarterly payments to investor
investment . Because parotti criepgautiirnegd steoc ummai ktei etsh eSsBel
payments, they ar@asmatbubagwagmepfocsmsctoan for gr
profitability rather thanposittfslepwaspects for

As Soefpt e3thber0 It he SBA hadwatgtamadnnhge uapaid princ
ofl03bi Il 1ion in SBAiCldomentmuiSBI,C Par3dtBBcipating se
millioohmeirn SpSrB,lGamad i*&fiheg SBA also had an outstand
$3billion in SBREHidlelbieonnt uirne sot her, pPrimarily SSBI

1

Impact Invest mentReSBli@ elneevnetrsa g e

The SBA acbdlhlempact Investment 28tBAdCgdtmiagarneaas vef cr i
national pridardsegr vend | madri negt s nand communities fa
credit a%h0dn cJaupliyt a2l6., 2011, the SBA announced tha
lichaWeawarded to InvestMichigan! Mezzanine Fund

Importance of the Participating Securities Prograt09" Cong., ® sess., April 13, 2005, Serial No. 129
(Washington: GPO, 2005), p. 5

86 The coupon rate fahemost recent salef a SBA guaranteeplarticipating securities participation certificavehich
took placeon February 252009, was4.72®.SBA, “ Of f e r iGuarant€ed 4.¢2¥% Rarticipating Securities
Participation Certitates, Series SBHRS 20091 0 Bebrtiary 19, 2009, p. 1, attps://www.sba.goebntentsbic
ps2009-10-cusip83164tepa

87U.S. Congress, House Committee on Small Busirgss|l Business Financing and Investment Act of 2@g#brt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11

883 B A Smalt Business Investment Compa®B(C) ProgramOverview, as oSeptember 30, 2@1 > a t
https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembei0-2019 As of September 10,
2019, the six Specialized SBICs had private capital of $65.7 million. Of 8m=®alized SBICdive had no
outstandingifancings guaranteed loye SBA and one, witlprivate capital of $49.4 million, had35.8million of
outstandindSBA guaranteedebenture borrowingSee SBA;* Of f e r i n g981(595:000GUarantee®.283%
Debenture Participation Certificates, Seis#&dC 20B-10B, 3eptember 17, 2019.8, at
https://www.sba.gov/article/2019/sep/19/sBz19 10b-cusip831641fn0.

89S B A Smalt Business Investment Compa®B(C) ProgramOverview, as oSeptember 30, 2@1 > a t
https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembef0-2019

OSBA “Impactl nvestment Small Business [ p g athttpsWewmsba@ogites/a ny ( “SBI C°
defaultfilesffiles/Impact_Investment_Call_for_Actiordf

9SBA, “SBA Licenses First Impact I nvhitpsy/umevsha.goeonterdsbai n Mi chi g a1
licensesfirst-impactinvestmentfund-michigan Thelicense was dated April 25, 20IMlezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting business. firovides the

lender the right to convert to an ownership or equity interest in the company if the loan is not paid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capital companies.

Anothe license was awarded to SJF Venturesich has offices in New York, San Francisco, and Durham. It

reportedly will serve a licensing and oversight role and will not receive leverage from th& SB&BA‘chooses firm

with a cleartech profile as its nevet investment partnevWashington PosMarch 8, 2012, at
http://www.washngtonpost.contfusinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmentpartner201203/08/gIQAKgmPzR_story.html
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Licensed impact investment SBI Cs ma yt haepiprl y t o t I
private c¢apl7fmill,] iloinmi tlend atdod i$t i on, they may rece
mor en tlh0a0 % o f t h ediurr ipnrgi vaantye feitaspctiabTamtiyhéed 1Soqus @ b me t ) .
The S$SBAelahiimppact investment SBICs to a maxi mum
ap, twmpg75t ani 1 i on .

c
I mpact investment SBICs obtain leverasge in the s
t hrough tohfe SR muamtceed debentures with a term of
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expeditedr appd wawdhstshonew atpop Itihcea tiinopmasct 1 nvest men
were being accepted

Early Stage SBIC Leverage Requirement :

The SBA edbebEashy Stage [IinmovdtiRpam8BadCcetanstiat
ital for early stage s mal$A bluiscienmessesd se at rhlry usgth
Cy mmpply to the SBA for leverage of up to 100
lion. The SBA doefsomoltf xeemasgaeaarmnlpplsitcagd ohBI
t is under common control wietxhi satniontgh eera relayr Isyt
C (unless the existing early stage SBIC has v
will not seek additional leverage in the fut

ge SBICs obtain leverage 1m8—the same wa
he gvsamnamtcee d fdSBAnt ures with a term of
entures come in two for ms: early stage
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tage standard SBdf€ddebdeiBhCedehenrt sreams | ab
ng semiannual’s paytmemd st Sanadneaunadte lcehmSrBgde e
quarterly ’payment s s o rdsa halnenoudaelb hcaht aSrBzde . I n
n eanulky wmhdgde aSBI @s reserve sufficient t
’sthaeanuBaAl charges for the first 21 payment
years plus the length of time between the
eptember 1, %Bre cRDeucseembeearr 1ly) .stage standard debent
SBICs to make quarterly payments, they are most
that have established a positive davhdfhdw ¢oabl
stage SBI C.
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Early stage discounted debentures are 1issued at
five years of interest on the debenture and the
di scount enleiemdi nfaotre se atrhley st age SBICs to make 1int
and to make pay¥ymamtmuadncthhe g8 BAor five years fr

92SBA St&rtUp America Impact Investment SBREPIIAatitiative Policy
https://www.sba.gogltesfiefaultfiles/files/External%20Impact%20Memo%202002-26%20final.pdf and SBA

“SBA Announces $50 Million Increase Match in its SBIC Earl
Invest ment Fun dtps//wivwabagodntendb@aniouncesdd@ million-increasematchits-sbhic
early-stagefund-and70-million-bumpits.

BSBA, “Small Busine s—sEalrnlvye sSttmegieedesiBRbgiptad 5043, Apfil 27, 2012.
% |bid., p.25052.

913 C.F.R.8107.1B1. The required reserve is reduced on each payment date upon payment of the required interest
and charges.
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he st ®BEaptyiedage SBICs make quartetrtd yemta yment s
he SBaAnnual charge during years 6 through 10. T
ebeist prd ncipal amount when the debenture reach

Because early stage discounted debetnst uorne st deo not
SBA annual charge for five years, they are most
that have not established a plesittoi weh ScBdsth: [ fyl s w at
As a result, early asrtea gdee sdiigsnceodu nttoe de ndceobuernatguer eisn v
stage small businesses, which by definition have

Reporting Requirements

Once 1 1cens erde quiarcehd StBol Cf ailsauwl t hi thheada S B h calmpderst
an auditappyr aveSdBAi ndependent public accountant.
site regmphioenye Yaendmreguioersd to provide the SB:

Xx a portfolio fim@ndang ofLpoh¢ wiohing date f o1
ofsmall Business;

X the vahédprnaoaf and investments within 90 days
year 1in the case of annual valuations and wi:
ot her rtepo*ting periods;

X any material adverse qcuhaarntgeersl yi n( wviatlhu ant i300n sd aay:
following the ¥hade of the quarter) ;

X copies of reports provided to investors, doc:
Exchange Commission, and documents pertainin
proceedings, c¢chetgdsnggernminahy person requi
completelhd speorsyomsd atement isn lkiolamrsdi on with

SBIC Program Statistics

As Soefpt e3thb er0 It h 3001 iweeerns e d S BI(X24d eibne notpuerzza t Si BolnC s
parti ciepwaltriint gd&bsa aSBrl eCdk-] ¢ me n a g;aa hdS BB IC&s ) .

As s ho/WEOQOHrt he number ofgdepbeantbhyes SBILr hasent
Ho we vetrat atlh enlu nebeenrs clodf sS BltGGsyed relatively the sam

primarily dder ¢ dud thico ip lpaamrntteihcei pnautmbreg soefc ur i t i e s
SSBI Cs .

9% SBA, Office of Congressional and Legislative Affgi'sCor r e spondence with the author,” M
9713 C.F.R.8107630; and13 C.F.R.§107.80.

9813 C.F.R.8107.640

9913 C.F.R.8107.650

10013 C.F.R.8107.650

10113 C.F.R.8107660.

1025 B A Smalf Business Investment Compa®B(C) ProgramOverview, as oSeptember 30, 2@1 ~” a t
https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembe0-2019
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Table 2. Number of Licensed SBICs by Type, FY20 10-FY2019

FY FY FY FY FY FY FY FY FY FY
SBIC Type 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Debenture 140 143 158 175 187 205 216 227 227 224

Participating 107 97 86 63 53 46 41 33 25 22
Security

Bank 47 46 44 43 45 43 47 47 47 48
Owned/

Non-

Leveraged

Specialized 13 13 13 11 9 9 9 8 6 6
SBICs

Total 307 299 301 292 294 303 313 315 305 300

Sources: SBA "6%,& 3URJUDP Qeptdrhbén3d, 20uBeptember 302018; andSeptembei30, 2019

The SBA has made it a goal to increase the numbe
an emphasis on new 3dteob epnotshieteipoSnBg £a ml f o8B hs oent i nue

OverSaBIlICs pursue investments 1incaahbhmasgotfmagrege of
invest meimtd.i WhBdmeple ci ml azeoarticulaandt hieelsdiavestdu
more genera$lyonMoentr 8BECon a particular stage ¢
expamnosri otnurnaroundgramphiicdantiafy na whdah to focus

Total Financing

From the 1incepti onDeocfe nibh2ed8] S3BIBIaGpa oigmr vaeans tt e d

appr ox B9habtielllyi on i n 8hI185fri onxainmai tndgls y it W¥Asssma 4 1
mentioned pBepiteihbley0 ha sSBA had aaw ugtusatraanndtieneg o n
unpaid princlifpbaill lbiadm nice SOl GldomentmulSBI,C Hartic
secur i t3iSensB,] laionddh e$ir n SpSrB,lfGa m d 1'%QTihneg sSSBA al so had an

1B§BA, “FY 2012 CongressionalAnBiwudage tP eJrufsotrimfainccaect iRoenp oarntd, ”F ¥ .2
https://www.sba.gosgitestiefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%2020108#PR_0.pdf The SBA issued 23 new SBIC licenses (21 to
debenture SBICs and 2 bankowned nonleveraged SBIQsn FY2010; 22new SBIC licensesl@to debenture
SBICs and} to bankowned nortleveragedBICs)in FY2011; 30new SBIC licenses (2to debenture SBICs argto
bankowned nonleveraged SBICSh FY2012; 34 new SBIC licenses (29 to debenture SBICs andb&nkowned
nonleveraged SBIQsn FY2013; 30 new SBIC licenses @to debenture SBICs arto bankowned, noHeveraged
SBICg in FY2014; 25new SBIC licenses @to debenture SBICs argto bankowned, nodeveraged SBICs) in
FY2015; 21 new SBIC licensesl({ to debenture SBICs artko bankowned, nodeveraged SBICdh FY2016; 15
new SBIC licenses (11 to debenture SBICs arabankowned, noHeveraged SBICSh FY2017 and 25new SBIC
licenses 21 to debenture SBICs and 4 to bamkned, noHeveraged SBICs) in FY2018

104S5BA,“ Of f e r i n g981(595;000GUarantee®.283% Debenture Participation Certificates, Series SBIC
2019-10B, September 17, 2019.7, athttps://www.sba.gov/article/2019/sep/19/sBz1910b-cusip-831641fn0.
The SBAhas occasionally provided a selected list of firms that have received SBIC financiading AOL, Apple
ComputerBuild-a-Bear,Compaq Computer, Costco Wholesale Corporation, FedEx, Intel, Jenny Craig, Inc.,
NutrisystemQOutback Steakhouse, Sports Auibg Staples, and Sun Microsystemns its website. For example, see

SBA, Office of Investment and Innovation “Ear ly Stage SBIC Program,” slide prese
https://www.sba.gogitestlefaultfiles/articlesSBIC-Early-Stagelnitiative. pdf.
1055 B A Smalf Business Investment Compa®B(C) ProgramOverview, as oSeptember 30, 2@1 ~” a t

https://www.sba.gov/article/2019/nov/18/fisgaardataperiodendingseptembe0-2019
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outstanding 3bimmlitae nitn oSBHBCS Aebemt bk een in othe
SSBIC, f¥nancings

Aso Sept e3nfberlht SBIC hflrogeamed or S@bhmiltdtioed amout
small businesseshamwetdftheaeldSBaAlI iacn.ri sk about §

In FY20Bna@sfl Rinancings. The aver a2®3%®inancing a

In FY¥8BIfGinds were fusre da pquimairngd ya ® ) xansd i amlgs d us i
for oper at®mg craepfiitnaaln c(iln g. %B)ra rneefwu nbduiinl gd i dnegb to r( 1p3l
construction (0. 9%), r epsuer acthcals i anngd mdiecvhel Incer mpe motr (e
0. 6 %), manvke€ G g (pdtant md%)e rannidz aotk8Uepl’ (uls.e s (

As s hoMWEOHt he total SBIC financing deelined dur
June 2009), reached prergeacsnéiddybhacellnt hem. FY2O0 1
FY2019, dhewlBJI C93 billion in SBA leverage and i
from private capital for a tsomaalll obfu s$iSn e8s6s ebsi.l 1 i ¢

Table 3.SBIC Investments, FY200 7-FY2019
(% in millions)

Number of Small

SBA Leverage Private -Sector Businesses
Year Draws Investment Total Financing Financed
FY2007 $468 $2,180 $2,648 2,057
FY2008 $649 $1,778 $2,427 1,905
FY2009 $595 $1261 $1,856 1,481
FY2010 $931 $1,116 $2,047 1,331
FY2011 $1,392 $1441 $2,833 1,339
FY2012 $1,422 $1.805 $3,227 1,094
FY2013 $1,737 $1,761 $3,498 1,068
FY2014 $2,065 $3,400 $5,465 1,085
FY2015 $2,337 $3,949 $6,286 1,210
FY2016 $2,158 $3,834 $5,992 1,201
FY2017 $1,902 $3825 $5,727 1,077
FY2018 $2,118 $3,385 $5,503 1,151
FY2019 $1,927 $3,939 $5,866 1,19

Sources: U.S. Small Business Administration6 %, & 3 U R JU D PO2tghen2¥, PM1Z Spptember 30,
2015 andSeptembe30, 2019.

The SBA was authorbizleldi ¢m inssSBROG KroeuSgdhg e fr om
FY013. As ment Pohe7dfl btiheev i Gounssloyl,i dat ed Appropri at

106 | pid.
107 | bid.

108SBA,Of fice of Investment a-nFhantingtoBusinasseshy Stats: SYBEBLC Pr ogr a m
FY2018, ” httpst//www.sba.gosltestlefaultfiles/201811/SBICProgram_FinancingbyState_FYs2014t02018.pdf

1WSBA, Office of Congressional and Legislat20®8 Affairs, “Co
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Financing to Specific Demographic

increasrendi BHC veamoguent t oF ofr4 cboinhpl ai roantii waet @ ur pos e s
venture capit £0b iflilridoshd eiank £3s,1383b2 8 A 0 23 dfeianl s4 ,i n
201331bB11 i68 0 cianl s4 ,i @4b2 A 1l 3,]d 6hc3ianl s 16Mb2A A U3,0n$ in
5008 eals i70l1b2 a1l 4,098dbeianns 2 6 Bbi,l 15i56MmU ¢ alds0 ] 6

$84bi 11 i82ndteian s5,,i mnBED i$7 1 3,%3nbeianl s Hn 2018

In 2008, the Urban Institute released an analysi
from 1997 t os & Owledr ttuor ep rciavpaittea | investments made
second stage business | oans, tbheicradu sset atghee sbeu s i n e s
investments are likely to be of the same charact
debe®BUi®8The Urban Institute found that debentur
more than 62% of all venture capital financings
business 1loans, and bridge loans iverthdbelUrnutsed
the average amount of a SBIC debenture investmer
SBIC debenture inveshktmedi%soh ctcotidflt edolfloars inves

Gr o1

As s ho/MEOHnN n 88BA XL 1ddHdaandk8ongf €11 financings)

t 013 8#il 12i%4nofl t he total amoumnotwnoefd-cfainhdhireodi ngs ) t o
small businesses.
Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2018
Small Business Percentage of
Ownership Number of Percentage of $ Amount of Total $ Amount
Demographic Financings Financings Financings of Financings
BlackOwned 52 1.9% $33,904,388 0.6%
Asian Owned 49 18% $85,681,189 1.6%
HispanieOwned 28 1.0% $12,184,863 0.2%
Native AmericarROwned 1 0.0% $600,000 0.0%
Subtotal 130 4.8% $132,370440 2.4%
Other (Nonminority) 2581 95.2% $5,370201,839 97.6%
Total® All Financings 2,711 100.0% $5,502572279 1000%
Source: SBA Office of Legislative and Congressional Affaiggrrespondence with the authogDecember 20,
2018.
Note : Ownership is defined as owning at least 50% of the small business.
In additi&SBI Gsn AfaYdhed hSx 2d6g 0 f( al 1l f i%h@miclilnigen t ot
(7% of tahmo umnott a)flitne noceemde @ s mal |l DHfuisnamreO%regss am@. 2

110 pricewaterhouseCoopeidational Venture Capital Associatich,Mo n e y T r e ¢ N¥tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

111 Kenneth Temkin and Brett Theodos, with Kerstin Gent$the Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Bgtashington, DCThe
Urban InstituteJanuary 2008, 8, at http://www.urban.ordJploadedPDF11601_sbic_gap_analysis.pdf

12 bid., p. 1.
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of all financilnégmi)l Iti3é nolf(iOt.ch en e aortdayll teoome nanh f i nan
owned smalX businesses

Research concerning private-owawidu weommenzepdi t al 1 nve
s mabluls i nesses 1s Isi mliitfefdi.t hdbatt at on efsiankds ar yt t © c o mp
SBIC psogmamst mentwned wmemenmeictay | businesses to t
secst oirnvestment?® in these firms.

In 2007, the SBA acknowledged att par ocgornagnrse stshiaotn a 1
“women and minority represefndndilbas imedn hfoSBhdn:
e at

n
ye alshhe SBA reported that time that it did no

it has tried to increase women and minority Trepr
to venture capital firms, treade amrdg awrhiyz awtoimems ,a na
minority representation ‘fn ntdi amgSHlGemntagra iiirsmsl
minority representation on their {MHRewd mem,t% ¢ omr
despite thest hSenfaflolr tBsuessiitnmers2sA 0 9njva n Na t Gtomad cal l e
Association of Small Busisrerescowdlgmeesstimamtt hGemp a mi
SBA capital achcaets stsldpBrIbfeBcAa ms i ffhga sp rdoocnees san abys mal
at attract ifnugn dasn dl eldi cbeyn swiotfiffe n and minorities.

During'®hmgSelsls)] 88mell Business Ven,t uwas Capital A
introduced 200 Dard bredaffe®@ g tCommi tt ee on Smal.l Bus i
EntreprendNarfhifpher action was taken on the Dbill
investmentoswnied wanme 1 sboucsiianlelsys easn da nedc onomi cally d
small busihgssnecoamawmtmgo ff hlee wenmage available to
least 50% of their financings 1in small Dbusiness
socially and economically disadvantaged small bu

Finanlyi nfSgt ate

As s hno™DEOH i n 8F Y@BIICs provtviodedafindbmsimgsses 1oc
stattles District of Cwihtumthiea mosd RFuenmntme i Rigcd,aking
Cal i f3oYfniinaa n(ci ngwert of la,Mk ntg7s (iReny i n@x7 tt aling §
mi 1l )] j oNeenwd Y RXki na ntcoitnafd&i2mg 1 1. i on)

”

113 SBA, Office of Congressional and Legislative Affgirs “ Cor r e s p o n d e nReeembeir 202018.t he aut hor ,
114 Kenneth Temkin and Brett Theodos, with Kerstin Gent$the Debenture Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equa@ghington, DCThe

Urban Institute, January 2008.12, 26, at http://www.urban.ordJploadedPDRM11601_sbic_gap_analysis.pdf

115U.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Legislation Updating and

,PSURYLQJ WKH 6%$TV ,QYHVW P H QM MG H6esk HaptetbBr@,R0687) Fedid) Ruprider

11044 (Washington: GPO, 2007), p. 15.

118 bid.

117U.S. Congress, House Committee on Small BusirfegsCommittee Hearing On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 206@mmitteedocumentno. 112051 (Washington: GPO, 2009),$9.
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Table 5. SBIC Financing by State, FY201 8
(% in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings
Alabama 1 $9.6 Montana 14 $234
Alaska 4 $17 Nebraska 11 $52.7
Arizona 56 $96.6 Nevada 7 $233
Arkansas 13 $53.4 New Hampshire 9 $255
California 392 $1,049.1 New Jersey 111 $2419
Colorado 74 $121.8 New Mexico 4 $2.2
Connecticut 26 $55.4 New York 233 $482.6
Delaware 3 $2.4 North Carolina 72 $138.5
District of Columbia 7 $14.7 North Dakota 21 $10.3
Florida 154 $256.5 Ohio 97 $135.9
Georgia 61 $147.2 Oklahoma 27 $29.8
Guam 0 $0.0 Oregon 40 $118.7
Hawaii 0 $0.0 Pennsylvania 77 $130.0
Idaho 8 $35.3 Puerto Rico 3 $28
lllinois 164 $341.5 Rhode Island $10.0
Indiana 45 $96.7 South Carolina 18 $53.6
lowa 4 $4.1 South Dakota 3 $20.0
Kansas 30 $58.0 Tennessee 48 $123.2
Kentucky 6 $28.7 Texas 276 $427.6
Louisiana 16 $104.1 Utah 49 $75.6
Maine 12 $34.1 Vermont 2 $3.0
Maryland 42 $57.0 Virgin Islands 0 $0.0
Massachusetts 105 $258.5 Virginia 47 $72.1
Michigan 72 $116.6 Washington 33 $37.4
Minnesota 69 $92.7 West Virginia 0 $0.0
Mississippi 7 $26.4 Wisconsin 37 $91.3
Missouri 91 $1089 Wyoming 1 <$0.1
Total 2,711 $5,502.6

Source: SBA Office of Investment and InnovatiorSBIC Progrant? Financing to Businesses by St&é204 to

FY20B, u btys://www.sba.gositestefaultfiles201811/SBICProgram_FinancingbyState FYs2014t02018.pdf

dol 1
0o n t

a
I

V

The previously menticompdr2a@(d8& eUmnmad ylsnst otfutde b e
financing from 1997 to 2005 found that the

was more evenly distributed across the nat

For exampletithteUfbundlnkhat California (4
received the largest share of the total do

1997 to 005 The two states accounted for
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n 8 hild SBIC fina8ds “PEQHs nsg ¥R @0Ur ba'mn fimsdingtthat
BICs investments were more evendgctdostvebtudead

apital fund investmestte Hae otmhd 99&s ¢ dou Riddg. chart
08lCal i f 3% Ne w( YBR2%)Mab s ac Wuatntlde x £206) ( 2 ecei ved

he | arsgdst hehaot¢al dollar volume invested by p

enture cduwriitmg tfhuah®d st icnoen tprearsito,d t he four states
f the total vol ume 8{ fat s f O.WnHaw 3BolwllksYoirMle BRY2 01

8T%,x a7s.%8atm d 1dd2%hoascodid%d®df folhhe t ot al dollar v
nvested by SBICs.

=00 <@ FTNNO ;T 6 < o

Legislative Activity

PL 1135, t he Amer iamaln RRdaowestment Act of 2009 ( ARR

nvested by private venture capital funds. I n coc
eceived the largest share of the total dollar v
005. The two statesthicechbum2eld® %bpooodlesdotham wvak
y debentlunr ea dSdBiftkico.nt op 10 states in terms of the
ol ume 1 nve {needa ralcyc o8u4n% eodf t he total invested by
ompared withr $4%BF06s. debentu

comparisobmpsodtehdi stasbetoonvehtprevetunepital fu

a
i

1

tates amowoutnfhoeebfdr f@oh¥s) of the total dollar vol ume

designed to increase the amount of leverage 1ss1uU
maxi mum amount of leverage available to an 1indi\
$150 mnwhilcihenv,earn di sbyl eesnscreasing the maximum amoun

t wo or more licenses undée®#l tc oaninsoon ecnocnoturroalg etdo S$B2I
investment in smaller enterprises byenmtequiring
(Februwary 17, 2009) to certify that at least 25
smaller enterprises. ARRA defined smaller enter
more than $6 miltldoxnnathdienpemea ghldmBtt &t wo years o
than $2 millions osri zmee esttianngd atthde fSOBFA it s industry
ARRAl swcod3BIlg€ investimecmotme iam claaswBl ¥ dlilewis e on
or after O¢boobé¢rect, mdbnhAevenamexamoand $ZT568175
118 Kenneth Temkin and Brettheodos, with Kerstin GentsctiThe Debenture Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n gheon, DC:
Urban Institute, January 2008, % 18-24, at http://www.urban.ordJploadedPDM11601_sbic_gap_analysis.pdf
119pricewaterhouseCoopet$,at i onal Venture Capital As s, RegionaltAggregate “ Vent ur e
Data &thttps://www.pwcmoneytree.coRéportsHomepage%20RegionalAgg.xlsx

12013 C.F.R.8107.1120and13C.FR§ 107 . 11 50. Previously, “the total principa

and participating securities guaranteed by SBA and issued by any SBIC or group of commonly controlled SBICs may

not, in general, exceed at any one time an amount equal toithneets s uc h S BI C’ [in2008]§1306t ¢ Capi t al
million, whichever 1s 1ess, of which no more than two ti me
participatingBAscec@frfieeriiesg "CiSreceul ar , Gu aiomGertificated, Sefies7 2 5 % De b e
SBIC 20081 0 SBept&dmber 18, 2008, https://www.sba.gogbntentsbic-200810-b-cusip831641tenl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act af $83Be maximum leverage

amountfor SBICs and SBICs under common conab$90 million Licensees under common control were allowed t

have aggregate outstanding leverage over $90 million only if the SBA gave them permission ©.dol€%135, the

Small Business Reauthorization Act of 199&t themaximum leverage amoufdr SBICs and SBICs under common

control at $90 milliorand added the requirement that the amount be adjusted annually for inflation.

12113 C.F.R.81071150; and13 C.F.R.§107.710.
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million for two or mor ¢ ftlihiec eSnBdetse dhtansddeira tc d mmosnt cSc
its finamnicnicnognse igne olgorva p hdtch aatr eaats laenads tc e5r0t% foife it s
investmenti s-iwwe d he bge o gt aphic areas.

As part of 1ts Stoanr tJuapn vAanrdyh ie3c 14) b [a2mflalt 2Aa tmi we st r at i o
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billioneEdnhpv8tagn SBIC Initiative (up to $150
and up to $200 million in SBA leverage per fisca
encourage SBIC program inves.Ame witddilsichuesesaerdl,y st a g
se ver aha wel lbese ndu mit r @edmtcger e stso expand the SBIC pr o«
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of funds 1 i mietn atga eSd¥ chdamibligh it dfuwd d SIBil75 t t o §$
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Legislation to Target tAdd&ittairdmgpl ahsas iEs
Stage Small Businesses

Some Members and small bubkegesbatdencaodobesshabbigp
“‘permdoemgressionally autt]aangei:eddﬂB Copndgnasmiso
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artupstageesamdl ]l businesses.
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o e xdaunrpilneg' Ttohneg rlelsls |, t he Hous el 8pPh,sRs.e,d5,2 %bey a vot
mall Business Job¥AmadgCrediprdevisobn2@0lfs pass
wsouh deat horized a $1 billion Small Business
proposed progr would have provided equity
ching funds to ch participating mgvestment
estment compani to invest 1in small Dbusines:s
ge small busine s, defi“gedsasatnhoslk smheé¢d 1t
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12213 C.F.R.8§107.1F0.

22The White House, “Startup America Legislative Agenda,” Ja
https://obamawhitehouse.archives.dgog/201201/31/egislativeagend:-startupamerica

24RepEdward Perlmutter, “Pr ov iHRIi529 Snal Busirfessdobshaad CredittAatofi der at i on
2010, Ro lCongressional3Recdrdidily edition, vol. 156, no. 91 (June 17, 2010), 4608 H4609

125H R. 5297 theSmall Busines Lending Fund Act of 2010399L. Definitions.

126 |bid. The nine targeted industries agricultural technologyenergytechnology gnvironmental technologife
sciencejnformation technologydigital mediaclean technologydefense technology, amthotonics technologyA
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H.R. ,5297subsequently spgmwde dl dy Ky nRBresisdamtd (
Septembe rPl212132402 0tl e ( Smal 1 Busi,dedsndobsndAtudef 2
legislative language aluyt hSotraigzei nlgn va¥’$Bommelnlt rBPursoignreas
aut hor i zyeeda ra Itnhtreereme di ary Lending Pilot Program
than 20 eligible nonprofit lending intermediarie
and $1 mirmcdatpgn 1inter clshte rianttee ronfe dli% r i e s , in
loans to new or growing small bu¥Thesses, not tc
Intermediary Lewad nffuiPdddtf Pasoligwvmdyesaent ] Yhirty
par tdicni pt he ™ rogram

As ment i oneidn p2tOhle2i,8 BA 1l ghsata a Bt lpigseh i@SdBtli€Caot 1 v e
encourage SBIC investments in ear'lCy nsgtracgses ,s mal I
H. R, 3Ghe Small Business InvestanmeSht JEn8hhmenicle me nt
Busines sn IAcnto veadbt uillold & t hdbtrhiez eAd mi ni stration to est
s epaSrBaltG pr o gr atmas gnabtulseiantkllsys eSmal l Busi neosfs I nnova
20 Iwa)si mrter o8 uc}ddfrinEonke et b4

Dis cus sion

t al inves:t
served or

Advocates of efforts to encourage i
e
SBIC partic

ca
including Members of Congress who ha
Commi t t eaersg,u ehda vtelisa te Itihnei nSaBA on of t he
has c¢r e &itne dt hde gSapAs t i ng array of capital access
ision of capital to eianrtleyn ssitoa8B’d snsdmiasltlr ibus i n e
RepresentativarNudida oMeltédhzequHoase floor during c¢
05297

This legislation, Mr. Chairman, also recognizes that capital rtearkee changing
dramatically. Credit standards are stricter, and small businesses are now looking not only
to loans and to credit cards to finance their operations, but they are also looking to equity
investment to turn their ide&sto reality. This hasdcome evemore pronounced as asset
values havedeclined, leaving entrepreneurs witbss collateral to borrow against.
Unfortunately, venturdchpital and toequity investmaes declined.

Last year, such investmergtummeted front28 billionin 2008 to only $17 billion last

similar $200 millionSmall Busines&arly Stagdnvestment Programwas included irH.R. 3854 the Small Business
Financing and Investment Act of 2009, which was passed by the House on October 29, 2009, by a v32. tifi889
awaiting action in the Senate.

27SenAl Franken, “Small Business LendingCoRgressionahRecordof 2010, ”
daily edition, vol. 156, part 125 (September 16, 2010$/458

128p . 112240, the Small Business Jobs Act of 2010181. Small Business Intermediary Lending Pilot Program

1296BA, “Small Bus i n eRrofiteSourcesdov SBAN enva nNoend Loansat” August 4, 2011
https://www.sba.gogbntentsmallbusinessebavenewnon-profit-sourcessbafinancedloans and SBA,

“Intermediary Lending Pilot Pr ogr btps://iwinsBa)gosltestiefautt/me di ar i es ,
filesffiles/ILP_Intermediaries_150218.pdf

130,S. Congress, House Committee on Small Busirgmss|l Business Financing and Investmentgf@009 report

to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
House Committee on Small BusineSsbcommittee on Finance and Tax Hearing on Legislative Proposaisfoom

WKH 6%$TV &DSLWDA1$EemyV ¥séss. RIalY ZBP2009, H.Doc. no. 1039 (Washington: GPO,

2009), pp. 1612, 6667; and U.S. Congress, House Committee on Small Busirelé€ommittee Hearing on

Increasing Access to Capital f&mall Businessl 11" Cong., ® sess., October 14, 2009, H.Doc. no.-D51

(Washington: GPO, 2009), pp.-35%, 5654, 6369, 8699.
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yearThis is due, 1in part b6 decisiontoblemingeahe i SRIA” sadmi ni str
largest pure equity financinggrogram—the Small Business Investme@ompany

Participating Securitieprogram. This hadeft many entrepreneursho need equity

investmento fulfill their business plans withoutsmurce of such financing:

Opponents of efforts to encourage capital invest
have argued thdpilsancthn eefcfeosstar woruilsdk or costs on
wére dealing with record debB¥Dwmmidn gt nsairsstiad enraabtl ieo
propdSmaealdl Business Early Stagaghrmvde stthmenti tPwagr a
t hawiotul d 11 kel y encourtaltelt er ilsekgyi silflavacispt nnbednt gse, f raendd
the fundibg "imvesatrdd stag¥® small businesses.

Legislati onSBloC IFnicnraenacsieng Levels

In 2009, the Smal |l cBhuasriancetsesr ilznevde sttchaera MARtIliGe aprdrdogg r a
underdfedargued tshafti threciprgglramel s would increa

improved its Ilicensing processing procedures to
0

percentagegoaf a$BrFr¢g capital allowed from state 1
increased from i33%pard emd) makmumBitd @ifpr ogr am
l1icsffnasnei 1 y ofatf unkB221% mmi¢l (i on for two or more 1i
contwaosl increased to allow SBICs to have a serie
e x a mfolnee, fund could be winding down, another cou
rampi g up.

During'®hmegddRsiB854 the Small Business Financing ar
which was passed by t he HHRo5D™e Sohme 1 Qc tBoubseirn e2s9s, 20 (
Assistance andwReékbhefwaAcmoof r2pb@dted after being
for consideration, proposed to encomghsege greater

maximemcentage of SBI Ce d efgruom tsotrayt ec aopri tlaolc aall 1 goowv
to 45%3fFBont h meovouldehave also indémahdsegpglehe SBI
licgfnasnei |l y of funds limit to $350 millison from $
limi$2 5&f mi |l Imiolnl itcon $f40r0 mul t i ple funds under con
after September 30, 2009, andcomecgt¢egrnddp Hoi ofat ¢
increased t hse aSuBtlMo rpirmagtriaamm | e ve.lD iflrloimont oi n$5. 5 b
Fyeo .

BlRepNydia Vel 4z qu e zqbsandGredit Act &B10 s © n € s 8 sCengréssibnal Recordiaily
edition,vol. 156, no. D (June 162010), p.H4516.

¥2Rep . Sam Graves, “Small Business CbngtessionaliRecordot 5d,i t Act of 2
no. 90 (June 16, 2010), p4B16.
13B|pid;andRep]l e f f Flake, “Small BmtsiAetssofa20¢9 StaHBeudavdshmee,

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Ear§tage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 2009H.Res. 1436

134.S. Congress, House Committee on Small BusirfagbCommittee Hearing On Increasing Capital For Smalll
Business111" Cong., ® sess., October 14, 2009,0tc. no. 111051 (Washington: GPO, 2009y. 32, 87.
135 |bid., pp. 88, 89.

136 H,R. 3854 the Small Business Financiagd Investment Act of 2009481. Increased Investment from Statusl
H.R. 5554 theSmall Business Assistance and Relief Act of 2@BB®1. hcreased Investment from States.

137H.R. 3854 8401. Increased Investment From Staf493. Revised Leverage Limitations For SuccessBICS, and
8408. Program Levels; ard.R. 5554 8591. Increased Investmeinbm States§593. Revised Leverage Limitations
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The Obama Adamlisne csotnmrngetnadeendpStratr toufp iAme(rwhiac hnitiat
includeds$Stihdbi SBAon ecarlgndtiptampB8BIConwesi menteSI
initiativélgnghadss thdoptdlehegi s het'SBaffhpabgeam
authorization to $4 billion from $3 billion. The
l11'"Congress adopt legislation to increase the am
under common confirohm 22 3hi0l Imidd.i on

During'®hrgdd®s,, 3Bm211 Business Investment Comp:
Act o, f WHDullWdc hwdgageeamat er utilizartdbmni nfrehei B8PI Che
maximum amount of outstanding SBA leverage avail
lesser of 300% o$fl 510t smiglrltiveanB B O o @ef taf s opri vate ¢
$20mi 1 I £ omaj or i t y so folceohnep annayn aagreer e xperienced in 1
morSBI C lcompandds would also have increased the

r

out stanldewmgr 8BA tawoa iolra bnloer et ol i censes Hade c ommo
mil frd#m@2ni 111 on.
S . 2136bi1lll to increase the maximum amount of 1 e

Business Inveswmelnd nlAaowdgargeealt9es5r8 ,use otbyt he SBIC
increasing the maximum amount of outstanding SB/
under ¢ ommoon $c3a5m0ft mnaitl dfii2lo2inSiad wo ull dlv @ c rde A e e SBI C

progs aanmut horization level to $4 billion from $3

On Mahr 15,S. AGmd2, t1h83 3I NVEST in, Amasi od fAatedofon2@h
Senate floor as an amendndenRt. ,i3n6 ttahpes tnaarttu rCurof a
Business ,StwhitawwlpshaAdtpreviously passed the House
amendment opmopwsagsed®Dr theecB By i(mrg)argraasmng t he

ma x i muomi natm of out st andi ntgo StBwo lerv emamrgee laivcae nl sachsl e

contooB 350 rnoiml dfi2l2inSi o i na o dt ahsed WSEB 1 Cs parwtghrcarmi z at i on
l evel to $4 billion fronH $R3. Hi6I0h6i @ mewhdilcehn S nat e
did not adoprogsy abhesTdBd €cepted the Senate amendn
bill, which Presideént.-OB)dda signed into 1 aw (

S . 344he SUCCESSnSAc t3 Soffh e2 ORle2s,t or ing Tax and Regu
Small Businessehakhketamoh g2 0ther wtuhBeB I €1 on s , i ncr e
progs aanut horization amount t odt $mdu lbtiilplliecon from $3

l i cefnasmi ly of funds limit to $350 mnmeidilHd on from $
maximum outstanding leverage amount available tc
common control to account for inflation.

In adHiRip@jf®h4 Small Business Investment Company
which was passed by the Housiencodi Af#BeE € mber 18, 2 (
progsmurmhtipls/€amitygnetoSfdumidlis] il ddmdfirlélm o n .

During'!®dhmregrlsl Sme ntai oneR. Ip.¥7ellvii doruesal sye, d etvheer aagnen u a 1
amount the SBA is SBiltCsortioz e$d4 tboi Ifrioavdi ddifetr itmon $ 8 0 b i
increasings tahuet hporroigzraatmi onS .a md ithhte tEx pfs dhinlgl iAe.,e s
Capital for Entr ¢ pEXE€REtwahrhav ealccrdedhesressp e gr a m
multiplsfami tgneé funds 1imit t9. $BI5hwmlvde 1 i on frc

for Successful BICs,and §598. Program Levels.

¥The White House, “Star t uahttpsffobamawhiteholse.aréchives.gitgitiefault/ Agenda, ”
files/luploadsstartup_america_legislative_agenda.pdf
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among othealipowondt be omsmglrtaimpls/f ami tyneé€ funds 1 i m
$350 million

During ‘'CbagPéds-11l131€bansolidated Appiapmdieatsicons Ac
hSeB @ r o gsmaurh t i pks/E ami ty of funds®PInmaddi Bi $Hh350 mi
9688maell Business Invest menntr oQpupcoerdt vonni ,tSye pAcetmboef
nd referred to the Houweo uHainmmd td¢ kneaexa muSmma | I Bu s
mount of leverag3>0 hahefl 8SPBIHleCv 1 p e BBO %hs i hopractice
$ 70 mi,] lwhoinchefredimesches snd 0 hidxhwetmuSBridad at e
api2@0% inofplSdctmidedhiocnhever 1is 1ess

uring'ChregPdEs-1 8lAiemal 1l BusinOppolhvuast meAtt of
ncrde hngeaex i munm unt o f ilnedvi elSiBdgiém 1 fSolr7 5 mi 111 on from
illion

B""UOONNU}""

Di scussion

In 2010, the SBA announced that one its goals
“acceptance 1 nnd hienoowmaeaaksda ptllrec enwmmber funds 11
leverage issued so as to impiPhe S$SBAHAidsuadentcead stsh
ARRA changes to the SBIC program would help it
ma xi mumglee wmevrai 1l abl“¢t ot o h§BECg imesuphe private ca
SBI C, or $150 million, whichever is 1less, and §°
contarnodl i nttheasmadi mum |l everage amouwmntss atnad $ 175 m

of
of

$250 million for multiple funds under common cor
2009, and invest 50% of theit*dollars in 1low 1nc
As mentionePd Lp#7 vdwidawsalsye,d the annual leverage am
aut horized to provide to,PSBL-C#3tdoh e$ 4€ abnislolliiodna tf r c
Appropriations Act, 20 1s6 muilntcirpelaes eld ctehnes eSSB IfG npirl o
to $350 w®mnldl-i §AMemal 1 Business kryvdAct modt 20dfort
increased the maxi mumdad nBoBdsCm 1 Sl 715¢ vmei rl d g eo nf o r
Advocatesir mghse S BI Cs plreovgaralmgee lamgued t hat these
necessary to help fiddrnawmepoaftailvad®syps ipr otgh @ mS I
addition, they argue that the demise of the SBIC

‘underut’ofithei SBIC debentures program is preven
accessing the capanlaken¢bessacygyonomfuol bptential
economi c®®Pacoherygyther hand, others worry about t

139 previously,S. 552 the Small Business Investment Camp Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entrepreneurship reped S. 552on June 10, 2015. The bill was placed on the Senate Legislative Calendar under
General Orders. The House Committee on Small Business repbRed023on June 25, 2015, and the House passed
it on July 13, 2015.

140SBA, “Fiscal Year 2011 Congressional Budget Justification and FY2009 Annual Performance’Repartat
https://www.sha.gogltestiefaultfiles/aboutsbaarticl€ongressional_Budget_Justification.pdf

YISBA, “SBA Project Pl amgyate Chin age s fadhttpd:Anidnk ha.dgogites? 0 1 0
defaultfiles/recovery_act_reportsta_sbic_plan.pdf

1421J.S. Congress, House Committee on SiBakinessSmall Business Financing and Investment Act of 2@t
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), B.

1431.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Increasing Capital for Small
Business111" Cong., ® sess., October 14, 2009, Bloc. no. 111-051 (Washington: GPO, 2009),.($8-91; andRep
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SBIC program has for the taxpayer, especially 1f
stagael Isntbusinesses which, by definition, have a
for default than businesses that have establishe

Concluding Observations

Somde mbers oha&€eneagdecthasth otbhéed pSrBoAviitdicodn aald dr e s our c e
assist small businesses 1in acquiring capital nec
creat®l g otblkeir view, encouraging greater utiliza
small business aicnc ehsisg hteor claepvietlasl ,o fr ejsoubl tcr eat i on
economic gr owth. For example, o nMahfec hl NWEST201 2,
in Americat A8anefo200OR2ympia Snowe argued

The amendmenS.Amdt. 18331 and Senator Landrieu introduced would also help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raise the amount of SBIC debt the Smallrigssi Administration, SBA, can
guarantee from $3 billion to $4 billion. It would also increase the amount of SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions in this amendment have bipartisan stjppi@ noncontroversial,
come at no cost to taxpayers and will create jobs. We do not get many bills of this kind in
the Senate anymore.

One of the most difficult challenges facing new small businesses today is access to capital.
The SBIC Program has helgg companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become household names. As entrepreneurs and other aspiring small business
owners well know, it takes money to make money. This legislation ensures that our
entrepreneurs and higdgrowth companies have access to the resources they need so they
can continue to drive Ameritei.economic growth and job creation in these challenging
times. There is no reason why Congress should not approve this amendment to ensure
capital is getting into theamds of Americ& job creators.

This amendment will spur investment in capitdrved startup small businesses, which

will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who rhayunfamiliar, despite significant
entrepreneurial demand for small amounts of capital, because of their substantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The
Nation’'s SBICs are working to fill thagap, especially even during these challenging

times!4®
Ot hers worry about the potential risk an expandec
federal deficit. In their view, the best means t
Nydia Velazquez, “Small Busines s Cbngressional Recordlailyedition, Act of 20

vol. 156, no. 90 (June 16, 2010) HM516

144Rep Nydia Velazquez;Small Busines&inancing and Investment Act of 200$ouse debate;ongressional
Record daily edition, vol. 155, no. 159 (October 29, 2009),p2074 H12075;Sen Mary Landrieu,“Statements on
Introduced Bills and Joint Resolutiosemarks in the Senat€pngresional Recorddaily edition, vol. 155, no. 185

(December 10, 2009), £12910;The Whi te House, “Remarks by the President or
Gr owt h, ” De c athitbse/obantawhiteh@dude@rchives.gealitycheckthe-pressoffice/remarkspresident
job-creationandeconomiegrowth; andTh e Whi t e House, “Startup America Legislat
https://obamawhitehouse.archives.gitestiefaultfiles/uploadsstartup_america_legislative_agenda.pdf

“5Sen. Ol ympia Sn oBwmes,i n“eJsusmpSsttaarrttu pQu rACangressionatRecorddél.s i n t he Ser

158, no. 45 (March 19, 2012), pl®=845.
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and

t he

because of their potential to gentbheente
provide federal funds to subsidize the SB

grocbast @ s to reduce business ¥Y¥neseandhptrerci
Represent at itvhee hSaainr Gorfa vtehse, House Committee on
Small Bugssi nE¥20il€G3ovmmiatntde etstt e rmatiece B uhdeg eHo u

Committee that the House Small Business
progs aamut horization to $4 billion from $3
opposed fundBsamar Ifyors tt shge aSHBBAIdCGm piani vteisattmevnet

Views and estimates letter t hat

The debenture SBIC program is designed to provide equity injections to small businesses
that have been operational and have a track record ofloasand profits.... T pregram

is financially sound because the structure of repayments ensures thawehengent will

not suffer significant losse3hus, no changes are needed to the program and it operates
on a zero subsidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, includiising the program level

from $3 billion to $4 billion.

Presumably, some of the additional program level (which will cost the federal government
no money) will be used to support two new variations in the Debenture SBIC Pijtlggam

early stage SBIC indtivea nd t he 1 mpact i n v eNeitherénitiativeS BI1 C
has received authority from Congress nor had its operational principles assessed by the
Committee prior to implementation. The Committee reiterates its recommendation from

l ast jewsa and astimates no funds should be allocated from the additional
debenture program levels for these two prograhiee Committee on the Budget also
should provide further protection to the existing debenture SBIC program by requiring any
modificationsto the program, whether a pilot program or not, be based on a new subsidy
calculation that ensures the current debenture program will operate at zero subsidy without
any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programst4’

S m

Commi tt e

billio
SBI C 11
dste tl
I C pr og

initiat

The House CommittseeFY¥a0Smabvl eBasandsestimates 1 ¢
commi st oepposition to ihetfdndveg of these two

As these quotations attest, congressional debat e
inol ved assessments of the ability of small busi
and evaluatiomsriosfk,t httherefgffaat o f ’sp rroipsoks,e da ncdh a n
the potential Tsmpraicstk oofn tthhee pEoopgéirraant ade inal ysis
data can help inform debate concerning the abildi
private sector ands trhieslk xttelnde offf ¢ hte @fi ograpno s e d
progs amm s k, ahdi mhecpotvfntihsek pamgtrlaean federal def
data concerning SBIC investment 1impact on recipi
prove useful

YENFIB, “ Go v e r n meSmall Bsinessed Haveg@ Bottom L-i@evernment Should, TodoWashington, DC,

at https://www.nfib.coméontentissuestconomygovernmenispendingsmallbusinessebavea-bottomline-
governmeishouldtoo-49051/

Y"RepSam Graves, “Views and Estimates of the Committee on Sn

Concurrent Resolution on the Budget for Fiscal Yea3201

Committee on Small Busineddarkup of the Small Business Administration Fiscal Year 2012 Buti@t Cong., ®
sess., March 15, 2011, H.Hrg. @05 (Washington: GPO, 2011), pp24.

1481J.S. Congress, House @mittee on Small Busines®rganizational Meeting and SBA Views and Estimates for the

114" Congress114" Cong., ¥ sess., February 12, 2015, H.Hrg. 4162 (Washington: GPO, 2015), pp.-38.
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Appendix.Small Business Eligibili
and Application Process

Small Busgiinbeislsi tEyl iRe qui rements

Only businesse§sds tdheafti fsmmtiiid yt hpeh rStBiAci pate 1in the S
Bus i nmusste sme et ¢si tshiexe tshtea SdBaAr di tdir tthleey amdu ptrd ym
g aogtehde 'S BaAl t ¢ 1 mw @dtasrvtda nf or t he SBIC progr am. SBI C
ndard that 1is most 1ikedlt ¢ osniagten Vsetfayn dtalred cfoomy
C prThgr am.rrent SBIC alternative size standar
4t ,a nigsiebt]l worth nod%t.nfi hbmdoasvserafgeSfederanncome af
ome taxes (oxébudeng doy ¢c¢her giscadi yg atr wo no«
excemsl BPAd i dcofmp’anyubsidiariesndpaffeinlti ctoenp aam
nsidered in determining 1if it meets the size s

ddition, since 1997, the SBA has required ST
iobmgi nesses at the | oweftpreinmdb eocfd“stshee per mi t t
ncial size standards applicable t
ther SBR. pr-orgeiqdufiBrleCs |l icensed aft
ruary 17, 2009) to certify that a
rprises. A smaller enterprise 138
hmofenohan $6 milldovnnamdi avema gt
more than $2 misl Isiiere o1t amedeatrsd time tShER
maril® engaged.

ASBIC |1 oocesfeod e Febrtullwggyof 7r e206D9ed any SBA 1 e v«
commitments aft ¢musFte bhrauvaer ya tl 71, ¢ a2s0t0 92 0 % of its ag
(plus 100% for leveragenvemmetdméentsmMateéer$eatmri
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149SBA, “Small Business Size tSt aModnaertdasr:y IBmfsleaffedeSalnz eA dSjt vasntdmaer ndts ,
Register3364733669, June 12, 201ZhepreviousSBIC alternative size standanghich was established in 1994, was

tangible net worth not in excess of $18 million and average net income after federal iages@kcluding any cary

over losses) for the preceding two completed fiseahyr s not in excess of $6 million. See
Standards: Increase Size Standard of Small Business Concerns Eligible for Assistance by Small Business Investment

Co mp a n i ederal’Redis®t695316956, April 8, 1994. The 1994 final rule used net worth, as opposed to

tangible net worth. In 1996h¢ SBA replaced net worth with tangible net worth for both the 504/IBBxCguaranty

program and t hbhecauSeBtén suehras goodwilhhave no tangible value and should not be taken into

account during calculation of SBAt “BamtlH fBars ilhess SpproSalan
Federal RegisteB282, January 31, 19986he previous alterative SBIC size standard of no more than $6 million in net

worth and no more than $2 million in afexx net income was established in 1979. The previous alternative SBIC size

standard was a small business concern that does not have assets exceetiitiipfi9dbes not have net worth in

excess of $4.0 million, and does not have &figraverage net income for the preceding two years in excess of

$400, 000. See SBA, “Smal.l Business Size Standards: Increas
Assi stance by Small Business Invest me fFederd Regipteb5815¢ s or by Deyv
September 28, 1979. Also, sE&C.F.R.§107.700; 13.F.R.§107.710; 13.F.R.8§121.301(c)(1) and 138.F.R.

§121.301(c)(2)

150 SBA, “Small Business Inmstment CompaniesLe ver age Eligibility and Portfolio Di-x
74 Federal RegisteB3912, July 14, 2009.

15113 C.F.R.8107.710.
15213 C.F.R.8§107.710.
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locating a suitable SBIC, the small busine
esses st oppebrmustiimenss management, fementsal co:
typical business plan includes the foll owing

—3

=
= o
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x

the name of the business as it appears on the
communi t yi ti no pwehriacthe s

X the city, county, and state ofstbe principal
facilities:;

x

the form of business organization and, 1f a ¢
incorporation;

BBl bid.; and SBA, “Small Bleverage Eligibilityland Pertfolio Rivensificatoro mp a ni e s
Re qui r e mkedetabRediste®3912, July 14, 2009.

15413 C.F.R.8107.7220. SBICs are generally prohibited from investing in passive busine3#&3 pSogram regulations

provide for two exceptions. The first provides conditions under which an SBIC may structure an investment though up

to two levels of passive entities to make an investment in @assive business that is a subsidiary of the passiv

business directly financed by the SBIC. The second enables
financing to a small business through a passive, wholly owned C corporation, but only if a direct financing would cause

t he S BI @rsteincurJarelated Business Taxable Income. A passive C corporation formed under the second

exception is commonly known as a blocker corporation. The SBA has issued a proposed rule to expand and clarify the

use of SBIC passive business investmentsSBag “ S ma 1 1 Business ]RassivesBusiness t Companies
Expansion & Technical Clarifications80 Federal Registe6007760082 October 5 2015.

155 |pid.
156SBA, AII“SBIC Licensees by Stateiit https://www.sba.goebntentsbic-directory.
157 | bid.
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X a description of the business, including the
rendered;

X ahistory of the general devel opment of the pr
five years (or since i1inception) ;

X nformation about the relative 1importance of
the volume of the business and its profits;

X a des cftihpet s DPsnewmsal and physical property and
business ventures;

a description of technical attributes of 1its

detailed informasionsabmat bheebusnoésmsding p.
customer s ;

amarikmg survey or economic feasibility study;
a description of the diss tprriobduutcitosn osry ssteernv i fcoers

a descriptive summary of the competitive con.
business 1s engaged,siitnicolnu drienlga tiitvse ctoompiettsi tlia
smallest competitors;

a full explanation Bn¢dgricmmegr podfictiles ;busine.
brief resume’s mdnapembdbunsipessonnel and princ:
including their ages, education, and busines

X banking, business, and personal references fo
for the principal owners,;

X balance sheets and profit and 1loss statement
from inception);

detailed projections oafr nrienvgesn ufeosr, tehxep ecnosneisn,g a

atatement of the amount of funding requested
funds ;

t he r e d dreengsu efsotr for funds and a daasdcription o

adescriptiont hbefi stidnxepsdbotmg firtosn t he financing (¢
expansion, 1improvement iurctfiioman coira li npcaseiatsieo ni .
effig®ency

Because SBICs typically receive hundreds of busi
small business o wnrerrasl soere ki mt rpoedrwscotniaoddn rteof t he pa
manager being ttahreg eltiekde Itioh oiond rtehaaste t he business
cons i"WAcedr di Smaltb Bhsiness alnhostoaghAlsltiuvanc an
must undertt ackaen bneafkoer ea if i nal decisi®¥ could take

158 Small Business Investor Alliance (formerly the National Association of Small Business Investment Companies)
“SBIC FinawStiag,” SWephington, DC.

159SBA, SBIC Program: Seeking Financing fgour Small Business 4t https://www.sba.gowfficesheadquarters/
ooi/resourceg¥905

160 Small Business Investor Alliang¢éormerly theNational Association of Small Business Investment Compgnies
“SBIC FinabwStiag,” SWephington, DC.
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